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this part, or certify a loan amount that is
less than the student’s determination of
need (as determined under part E of this sub-
chapter), if the reason for such action is doc-
umented and provided in written form to
such student;

(D) set forth a schedule for disbursement
of the proceeds of the loan in installments,
consistent with the requirements of section
1078-7 of this title; and

(BE) provide timely and accurate informa-
tion—

(i) concerning the status of student bor-
rowers (and students on whose behalf par-
ents borrow under this part) while such
students are in attendance at the institu-
tion and concerning any new information
of which the institution becomes aware for
such students (or their parents) after such
borrowers leave the institution, to the
Secretary for the servicing and collecting
of loans made under this part; and

(ii) if the institution does not have an
agreement with the Secretary under sub-
section (b) of this section, concerning stu-
dent eligibility and need, as determined
under subparagraphs (A) and (B), to the
Secretary as needed for the alternative
origination of loans to eligible students
and parents in accordance with this part;

(2) provide assurances that the institution
will comply with requirements established by
the Secretary relating to student loan infor-
mation with respect to loans made under this
part;

(3) provide that the institution accepts re-
sponsibility and financial liability stemming
from its failure to perform its functions pursu-
ant to the agreement;

(4) provide that students at the institution
and their parents (with respect to such stu-
dents) will be eligible to participate in the
programs under part B of this subchapter at
the discretion of the Secretary for the period
during which such institution participates in
the direct student loan program under this
part, except that a student or parent may not
receive loans under both this part and part B
of this subchapter for the same period of en-
rollment;

(5) provide for the implementation of a qual-
ity assurance system, as established by the
Secretary and developed in consultation with
institutions of higher education, to ensure
that the institution is complying with pro-
gram requirements and meeting program ob-
jectives;

(6) provide that the institution will not
charge any fees of any Kkind, however de-
scribed, to student or parent borrowers for
origination activities or the provision of any
information necessary for a student or parent
to receive a loan under this part, or any bene-
fits associated with such loan; and

(7) include such other provisions as the Sec-
retary determines are necessary to protect the
interests of the United States and to promote
the purposes of this part.
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(b) Origination

An agreement with any institution of higher
education, or consortia thereof, for the origina-
tion of loans under this part shall—

(1) supplement the agreement entered into
in accordance with subsection (a) of this sec-
tion;

(2) include provisions established by the Sec-
retary that are similar to the participation
agreement provisions described in paragraphs
DH@EH(ED, (@), 3), 1), (6), (6), and (7) of sub-
section (a) of this section, as modified to re-
late to the origination of loans by the institu-
tion or consortium;

(3) provide that the institution or consor-
tium will originate loans to eligible students
and parents in accordance with this part; and

(4) provide that the note or evidence of obli-
gation on the loan shall be the property of the
Secretary.

(c) Withdrawal and termination procedures

The Secretary shall establish procedures by
which institutions or consortia may withdraw or
be terminated from the program under this part.

(Pub. L. 89-329, title IV, §454, as added Pub. L.
99-498, title IV, §404, Oct. 17, 1986, 100 Stat. 1438;
amended Pub. L. 100-50, §12, June 3, 1987, 101
Stat. 348; Pub. L. 102-325, title IV, §451, July 23,
1992, 106 Stat. 571; Pub. L. 103-66, title IV, §4021,
Aug. 10, 1993, 107 Stat. 345.)

AMENDMENTS

1993—Pub. L. 103-66 amended section generally, sub-
stituting provisions relating to agreements with insti-
tutions, consisting of subsecs. (a) to (c¢), for former pro-
visions relating to requirements of agreements, con-
sisting of pars. (1) to (7).

1992—Pub. L. 102-325 amended section generally, sub-
stituting provisions relating to requirements of agree-
ments for former provisions relating to terms of loans
under pilot program.

1987—Subsec. (a)(4). Pub. L. 100-50 amended par. (4)
generally. Prior to amendment, par. (4) read as follows:
“The interest rate on all such loans shall be the rate
equal to the rate obtained for each calendar year (A) by
computing the average of the bond equivalent rates of
91-day Treasury bills auctioned for such 3-month period
preceding such year, and (B) by adding 3 percent to the
resulting percent.”

EFFECTIVE DATE OF 1992 AMENDMENT

Amendment by Pub. L. 102-325 effective Oct. 1, 1992,
see section 2 of Pub. L. 102-325, set out as a note under
section 1001 of this title.

EFFECTIVE DATE OF 1987 AMENDMENT

Amendment by Pub. L. 100-50 effective as if enacted
as part of the Higher Education Amendments of 1986,
Pub. L. 99498, see section 27 of Pub. L. 100-50, set out
as a note under section 1001 of this title.

§ 1087e. Terms and conditions of loans

(a) In general

(1) Parallel terms, conditions, benefits, and
amounts

Unless otherwise specified in this part, loans
made to borrowers under this part shall have
the same terms, conditions, and benefits, and
be available in the same amounts, as loans
made to borrowers under sections 1078, 1078-2,
1078-3, and 1078-8 of this title.
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(2) Designation of loans

Loans made to borrowers under this part
that, except as otherwise specified in this
part, have the same terms, conditions, and
benefits as loans made to borrowers under—

(A) section 1078 of this title shall be known
as ‘‘Federal Direct Stafford Loans’’;

(B) section 1078-2 of this title shall be
known as ‘‘Federal Direct PLUS Loans”’;

(C) section 1078-3 of this title shall be
known as ‘‘Federal Direct Consolidation
Loans’; and

(D) section 1078-8 of this title shall be
known as ‘‘Federal Direct Unsubsidized Staf-
ford Loans”.

(b) Interest rate

(1) Rates for FDSL and FDUSL

For Federal Direct Stafford Loans and Fed-
eral Direct Unsubsidized Stafford Loans for
which the first disbursement is made on or
after July 1, 1994, the applicable rate of inter-
est shall, during any 12-month period begin-
ning on July 1 and ending on June 30, be deter-
mined on the preceding June 1 and be equal
to—

(A) the bond equivalent rate of 91-day
Treasury bills auctioned at the final auction
held prior to such June 1; plus

(B) 3.1 percent,

except that such rate shall not exceed 8.25 per-
cent.

(2) In school and grace period rules

(A) Notwithstanding the provisions of para-
graph (1), but subject to paragraph (3), with re-
spect to any Federal Direct Stafford Loan or
Federal Direct Unsubsidized Stafford Loan for
which the first disbursement is made on or
after July 1, 1995, the applicable rate of inter-
est for interest which accrues—

(i) prior to the beginning of the repayment
period of the loan; or

(ii) during the period in which principal
need not be paid (whether or not such prin-
cipal is in fact paid) by reason of a provision
described in section 1078(b)(1)(M) or
1077(a)(2)(C) of this title,

shall not exceed the rate determined under
subparagraph (B).

(B) For the purpose of subparagraph (A), the
rate determined under this subparagraph
shall, during any 12-month period beginning
on July 1 and ending on June 30, be deter-
mined on the preceding June 1 and be equal
to—

(i) the bond equivalent rate of 91-day
Treasury bills auctioned at the final auction
prior to such June 1; plus

(ii) 2.5 percent,

except that such rate shall not exceed 8.25 per-
cent.

(3) Out-year rule

Notwithstanding paragraphs (1) and (2), for
Federal Direct Stafford Loans and Federal Di-
rect Unsubsidized Stafford Loans made on or
after July 1, 1998, the applicable rate of inter-
est shall, during any 12-month period begin-
ning on July 1 and ending on June 30, be deter-
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mined on the preceding June 1 and be equal
to—

(A) the bond equivalent rate of the secu-
rity with a comparable maturity as estab-
lished by the Secretary; plus

(B) 1.0 percent,

except that such rate shall not exceed 8.25 per-
cent.

(4) Rates for FDPLUS

(A)(i) For Federal Direct PLUS Loans for
which the first disbursement is made on or
after July 1, 1994, the applicable rate of inter-
est shall, during any 12-month period begin-
ning on July 1 and ending on or before June 30,
2001, be determined on the preceding June 1
and be equal to—

(I) the bond equivalent rate of 52-week
Treasury bills auctioned at final auction
held prior to such June 1; plus

(IT) 3.1 percent,

except that such rate shall not exceed 9 per-
cent.

(ii) For any 12-month period beginning on
July 1 of 2001 or any succeeding year, the ap-
plicable rate of interest determined under this
subparagraph shall be determined on the pre-
ceding June 26 and be equal to—

(I) the weekly average 1-year constant ma-
turity Treasury yield, as published by the
Board of Governors of the Federal Reserve
System, for the last calendar week ending
on or before such June 26; plus

(IT) 3.1 percent,

except that such rate shall not exceed 9 per-
cent.

(B) For Federal Direct PLUS loans made on
or after July 1, 1998, the applicable rate of in-
terest shall, during any 12-month period begin-
ning on July 1 and ending on June 30, be deter-
mined on the preceding June 1 and be equal
to—

(i) the bond equivalent rate of the security
with a comparable maturity as established
by the Secretary; plus

(ii) 2.1 percent,

except that such rate shall not exceed 9 per-
cent.
(5) Temporary interest rate provision

(A) Rates for FDSL and FDUSL

Notwithstanding the preceding paragraphs
of this subsection, for Federal Direct Staf-
ford Loans and Federal Direct Unsubsidized
Stafford Loans for which the first disburse-
ment is made on or after July 1, 1998, and be-
fore October 1, 1998, the applicable rate of in-
terest shall, during any 12-month period be-
ginning on July 1 and ending on June 30, be
determined on the preceding June 1 and be
equal to—

(i) the bond equivalent rate of 91-day
Treasury bills auctioned at the final auc-
tion held prior to such June 1; plus

(ii) 2.3 percent,

except that such rate shall not exceed 8.25
percent.
(B) In school and grace period rules

Notwithstanding the preceding paragraphs
of this subsection, with respect to any Fed-
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eral Direct Stafford Loan or Federal Direct
Unsubsidized Stafford Loan for which the
first disbursement is made on or after July
1, 1998, and before October 1, 1998, the appli-
cable rate of interest for interest which ac-
crues—
(i) prior to the beginning of the repay-
ment period of the loan; or
(ii) during the period in which principal
need not be paid (whether or not such prin-
cipal is in fact paid) by reason of a provi-
sion described in section 1078(b)(1)(M) or
1077(a)(2)(C) of this title,

shall be determined under subparagraph (A)
by substituting ‘1.7 percent’ for ‘2.3 per-
cent”.

(C) PLUS loans

Notwithstanding the preceding paragraphs
of this subsection, with respect to Federal
Direct PLUS Loan for which the first dis-
bursement is made on or after July 1, 1998,
and before October 1, 1998, the applicable
rate of interest shall be determined under
subparagraph (A)—

(i) by substituting ‘3.1 percent’’ for ‘2.3
percent’’; and

(ii) by substituting 9.0 percent’” for
¢‘8.25 percent’’.

(6) Interest rate provision for new loans on or
after October 1, 1998, and before July 1,
2006

(A) Rates for FDSL and FDUSL

Notwithstanding the preceding paragraphs
of this subsection, for Federal Direct Staf-
ford Loans and Federal Direct Unsubsidized
Stafford Loans for which the first disburse-
ment is made on or after October 1, 1998, and
before July 1, 2006, the applicable rate of in-
terest shall, during any 12-month period be-
ginning on July 1 and ending on June 30, be
determined on the preceding June 1 and be
equal to—

(i) the bond equivalent rate of 91-day
Treasury bills auctioned at the final auc-
tion held prior to such June 1; plus

(ii) 2.3 percent,

except that such rate shall not exceed 8.25
percent.

(B) In school and grace period rules

Notwithstanding the preceding paragraphs
of this subsection, with respect to any Fed-
eral Direct Stafford Loan or Federal Direct
Unsubsidized Stafford Loan for which the
first disbursement is made on or after Octo-
ber 1, 1998, and before July 1, 2006, the appli-
cable rate of interest for interest which ac-
crues—

(i) prior to the beginning of the repay-
ment period of the loan; or

(ii) during the period in which principal
need not be paid (whether or not such prin-
cipal is in fact paid) by reason of a provi-
sion described in section 1078(b)(1)(M) or
1077(a)(2)(C) of this title,

shall be determined under subparagraph (A)
by substituting ‘1.7 percent’ for ‘2.3 per-
cent”.
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(C) PLUS loans

Notwithstanding the preceding paragraphs
of this subsection, with respect to Federal
Direct PLUS Loan for which the first dis-
bursement is made on or after October 1,
1998, and before July 1, 2006, the applicable
rate of interest shall be determined under
subparagraph (A)—

(1) by substituting ‘3.1 percent’” for ‘2.3
percent’’; and
(i1) by substituting ‘9.0 percent’” for
¢‘8.25 percent’’.
(D) Consolidation loans

Notwithstanding the preceding paragraphs
of this subsection, any Federal Direct Con-
solidation loan for which the application is
received on or after February 1, 1999, and be-
fore July 1, 2006, shall bear interest at an an-
nual rate on the unpaid principal balance of
the loan that is equal to the lesser of—

(i) the weighted average of the interest
rates on the loans consolidated, rounded to
the nearest higher one-eighth of one per-
cent; or

(ii) 8.25 percent.

(E) Temporary rules for consolidation loans

Notwithstanding the preceding paragraphs
of this subsection, any Federal Direct Con-
solidation loan for which the application is
received on or after October 1, 1998, and be-
fore February 1, 1999, shall bear interest at
an annual rate on the unpaid principal bal-
ance of the loan that is equal to—

(i) the bond equivalent rate of 91-day
Treasury bills auctioned at the final auc-
tion held prior to such June 1; plus

(ii) 2.3 percent,

except that such rate shall not exceed 8.25
percent.

(7) Interest rate provision for new loans on or

after July 1, 2006
(A) Rates for FDSL and FDUSL

Notwithstanding the preceding paragraphs
of this subsection, for Federal Direct Staf-
ford Loans and Federal Direct Unsubsidized
Stafford Loans for which the first disburse-
ment is made on or after July 1, 2006, the ap-
plicable rate of interest shall be 6.8 percent
on the unpaid principal balance of the loan.

(B) PLUS loans

Notwithstanding the preceding paragraphs
of this subsection, with respect to any Fed-
eral Direct PLUS loan for which the first
disbursement is made on or after July 1,
2006, the applicable rate of interest shall be
7.9 percent on the unpaid principal balance
of the loan.

(C) Consolidation loans

Notwithstanding the preceding paragraphs
of this subsection, any Federal Direct Con-
solidation loan for which the application is
received on or after July 1, 2006, shall bear
interest at an annual rate on the unpaid
principal balance of the loan that is equal to
the lesser of—

(i) the weighted average of the interest
rates on the loans consolidated, rounded to
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the nearest higher one-eighth of one per-
cent; or
(ii) 8.25 percent.
(D) Reduced rates for undergraduate FDSL

Notwithstanding the preceding paragraphs
of this subsection and subparagraph (A) of
this paragraph, for Federal Direct Stafford
Loans made to undergraduate students for
which the first disbursement is made on or
after July 1, 2006, and before July 1, 2012, the
applicable rate of interest shall be as fol-
lows:

(i) For a loan for which the first dis-
bursement is made on or after July 1, 2006,
and before July 1, 2008, 6.8 percent on the
unpaid principal balance of the loan.

(ii) For a loan for which the first dis-
bursement is made on or after July 1, 2008,
and before July 1, 2009, 6.0 percent on the
unpaid principal balance of the loan.

(iii) For a loan for which the first dis-
bursement is made on or after July 1, 2009,
and before July 1, 2010, 5.6 percent on the
unpaid principal balance of the loan.

(iv) For a loan for which the first dis-
bursement is made on or after July 1, 2010,
and before July 1, 2011, 4.5 percent on the
unpaid principal balance of the loan.

(v) For a loan for which the first dis-
bursement is made on or after July 1, 2011,
and before July 1, 2012, 3.4 percent on the
unpaid principal balance of the loan.

(8) Repayment incentives
(A) In general

Notwithstanding any other provision of
this part, the Secretary is authorized to pre-
scribe by regulation such reductions in the
interest rate or origination fee paid by a
borrower of a loan made under this part as
the Secretary determines appropriate to en-
courage on-time repayment of the Iloan.
Such reductions may be offered only if the
Secretary determines the reductions are
cost neutral and in the best financial inter-
est of the Federal Government. Any increase
in subsidy costs resulting from such reduc-
tions shall be completely offset by cor-
responding savings in funds available for the
William D. Ford Federal Direct Loan Pro-
gram in that fiscal year from section 1087h
of this title and other administrative ac-
counts.

(B) Accountability

Prior to publishing regulations proposing
repayment incentives, the Secretary shall
ensure the cost neutrality of such reduc-
tions. The Secretary shall not prescribe such
regulations in final form unless an official
report from the Director of the Office of
Management and Budget to the Secretary
and a comparable report from the Director
of the Congressional Budget Office to the
Congress each certify that any such reduc-
tions will be completely cost neutral. Such
reports shall be transmitted to the Commit-
tee on Labor and Human Resources of the
Senate and the Committee on Education and
the Workforce of the House of Representa-
tives not less than 60 days prior to the publi-
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cation of regulations proposing such reduc-
tions.

(9) Publication

The Secretary shall determine the applica-
ble rates of interest under this subsection
after consultation with the Secretary of the
Treasury and shall publish such rate in the
Federal Register as soon as practicable after
the date of determination.

(c) Loan fee

(1) In general

The Secretary shall charge the borrower of a
loan made under this part an origination fee of
4.0 percent of the principal amount of loan.

(2) Subsequent reduction

Paragraph (1) shall be applied to loans made
under this part, other than Federal Direct
Consolidation loans and Federal Direct PLUS
loans—

(A) by substituting ‘3.0 percent’ for ‘4.0
percent’” with respect to loans for which the
first disbursement of principal is made on or
after February 8, 2006, and before July 1,
2007;

(B) by substituting ‘2.5 percent’ for ‘4.0
percent’” with respect to loans for which the
first disbursement of principal is made on or
after July 1, 2007, and before July 1, 2008;

(C) by substituting ‘2.0 percent’” for ‘4.0
percent’” with respect to loans for which the
first disbursement of principal is made on or
after July 1, 2008, and before July 1, 2009;

(D) by substituting ‘1.5 percent’ for ‘4.0
percent’ with respect to loans for which the
first disbursement of principal is made on or
after July 1, 2009, and before July 1, 2010; and

(E) by substituting 1.0 percent’ for ‘4.0
percent’” with respect to loans for which the
first disbursement of principal is made on or
after July 1, 2010.

(d) Repayment plans

(1) Design and selection

Consistent with criteria established by the
Secretary, the Secretary shall offer a borrower
of a loan made under this part a variety of
plans for repayment of such loan, including
principal and interest on the loan. The bor-
rower shall be entitled to accelerate, without
penalty, repayment on the borrower’s loans
under this part. The borrower may choose—

(A) a standard repayment plan, consistent
with subsection (a)(1) of this section and
with section 1078(b)(9)(A)(i) of this title;

(B) a graduated repayment plan, consist-
ent with section 1078(b)(9)(A)(ii) of this title;

(C) an extended repayment plan, consist-
ent with section 1078(b)(9)(A)(v) of this title,
except that the borrower shall annually
repay a minimum amount determined by the

Secretary in accordance with section

1078(b)(1)(Ly) of this title; and

(D) an income contingent repayment plan,
with varying annual repayment amounts
based on the income of the borrower, paid
over an extended period of time prescribed
by the Secretary, not to exceed 25 years, ex-
cept that the plan described in this subpara-
graph shall not be available to the borrower
of a Federal Direct PLUS loan.
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(2) Selection by Secretary

If a borrower of a loan made under this part
does not select a repayment plan described in
paragraph (1), the Secretary may provide the
borrower with a repayment plan described in
subparagraph (A), (B), or (C) of paragraph (1).
(3) Changes in selections

The borrower of a loan made under this part
may change the borrower’s selection of a re-
payment plan under paragraph (1), or the Sec-
retary’s selection of a plan for the borrower
under paragraph (2), as the case may be, under
such terms and conditions as may be estab-
lished by the Secretary.

(4) Alternative repayment plans

The Secretary may provide, on a case by
case basis, an alternative repayment plan to a
borrower of a loan made under this part who
demonstrates to the satisfaction of the Sec-
retary that the terms and conditions of the re-
payment plans available under paragraph (1)
are not adequate to accommodate the borrow-
er’s exceptional circumstances. In designing
such alternative repayment plans, the Sec-
retary shall ensure that such plans do not ex-
ceed the cost to the Federal Government, as
determined on the basis of the present value of
future payments by such borrowers, of loans
made using the plans available under para-
graph (1).

(5) Repayment after default

The Secretary may require any borrower
who has defaulted on a loan made under this
part to—

(A) pay all reasonable collection costs as-
sociated with such loan; and

(B) repay the loan pursuant to an income
contingent repayment plan.

(e) Income contingent repayment
(1) Information and procedures

The Secretary may obtain such information
as is reasonably necessary regarding the in-
come of a borrower (and the borrower’s spouse,
if applicable) of a loan made under this part
that is, or may be, repaid pursuant to income
contingent repayment, for the purpose of de-
termining the annual repayment obligation of
the borrower. Returns and return information
(as defined in section 6103 of title 26) may be
obtained under the preceding sentence only to
the extent authorized by section 6103(7)(13) of
title 26. The Secretary shall establish proce-
dures for determining the borrower’s repay-
ment obligation on that loan for such year,
and such other procedures as are necessary to
implement effectively income contingent re-
payment.

(2) Repayment based on adjusted gross income

A repayment schedule for a loan made under
this part and repaid pursuant to income con-
tingent repayment shall be based on the ad-
justed gross income (as defined in section 62 of
title 26) of the borrower or, if the borrower is
married and files a Federal income tax return
jointly with the borrower’s spouse, on the ad-
justed gross income of the borrower and the
borrower’s spouse.
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(3) Additional documents

A borrower who chooses, or is required, to
repay a loan made under this part pursuant to
income contingent repayment, and for whom
adjusted gross income is unavailable or does
not reasonably reflect the borrower’s current
income, shall provide to the Secretary other
documentation of income satisfactory to the
Secretary, which documentation the Sec-
retary may use to determine an appropriate
repayment schedule.

(4) Repayment schedules

Income contingent repayment schedules
shall be established by regulations promul-
gated by the Secretary and shall require pay-
ments that vary in relation to the appropriate
portion of the annual income of the borrower
(and the borrower’s spouse, if applicable) as
determined by the Secretary.

(5) Calculation of balance due

The balance due on a loan made under this
part that is repaid pursuant to income contin-
gent repayment shall equal the unpaid prin-
cipal amount of the loan, any accrued inter-
est, and any fees, such as late charges, as-
sessed on such loan. The Secretary may pro-
mulgate regulations limiting the amount of
interest that may be capitalized on such loan,
and the timing of any such capitalization.

(6) Notification to borrowers

The Secretary shall establish procedures
under which a borrower of a loan made under
this part who chooses or is required to repay
such loan pursuant to income contingent re-
payment is notified of the terms and condi-
tions of such plan, including notification of
such borrower—

(A) that the Internal Revenue Service will
disclose to the Secretary tax return infor-
mation as authorized under section
6103(7)(13) of title 26; and

(B) that if a borrower considers that spe-
cial circumstances, such as a loss of employ-
ment by the borrower or the borrower’s
spouse, warrant an adjustment in the bor-
rower’s loan repayment as determined using
the information described in subparagraph
(A), or the alternative documentation de-
scribed in paragraph (3), the borrower may
contact the Secretary, who shall determine
whether such adjustment is appropriate, in
accordance with criteria established by the
Secretary.

(7) Maximum repayment period

In calculating the extended period of time
for which an income contingent repayment
plan under this subsection may be in effect for
a borrower, the Secretary shall include all
time periods during which a borrower of loans
under part B, part C, or part D—

(A) is not in default on any loan that is in-
cluded in the income contingent repayment
plan; and

(B)(i) is in deferment due to an economic
hardship described in section 1085(0) of this
title;

(ii) makes monthly payments under para-
graph (1) or (6) of section 1098e(b) of this
title;
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(iii) makes monthly payments of not less
than the monthly amount calculated under
section 1078(b)(9)(A)(i) of this title or sub-
section (d)(1)(A), based on a 10-year repay-
ment period, when the borrower first made
the election described in section 1098e(b)(1)
of this title;

(iv) makes payments of not less than the
payments required under a standard repay-
ment plan under section 1078(b)(9)(A)({) of
this title or subsection (d)(1)(A) with a re-
payment period of 10 years; or

(v) makes payments under an income con-
tingent repayment plan under subsection
(@)(D).

(f) Deferment
(1) Effect on principal and interest

A borrower of a loan made under this part
who meets the requirements described in para-
graph (2) shall be eligible for a deferment, dur-
ing which periodic installments of principal
need not be paid, and interest—

(A) shall not accrue, in the case of a—

(i) Federal Direct Stafford Loan; or

(ii) a Federal Direct Consolidation Loan
that consolidated only Federal Direct
Stafford Loans, or a combination of such
loans and Federal Stafford Loans for
which the student borrower received an in-
terest subsidy under section 1078 of this
title; or
(B) shall accrue and be capitalized or paid

by the borrower, in the case of a Federal Di-

rect PLUS Loan, a Federal Direct Unsubsi-

dized Stafford Loan, or a Federal Direct

Consolidation Loan not described in sub-

paragraph (A)(ii).

(2) Eligibility

A borrower of a loan made under this part
shall be eligible for a deferment during any pe-
riod—

(A) during which the borrower—

(i) is carrying at least one-half the nor-
mal full-time work load for the course of
study that the borrower is pursuing, as de-
termined by the eligible institution (as
such term is defined in section 1085(a) of
this title) the borrower is attending; or

(ii) is pursuing a course of study pursu-
ant to a graduate fellowship program ap-
proved by the Secretary, or pursuant to a
rehabilitation training program for indi-
viduals with disabilities approved by the
Secretary,

except that no borrower shall be eligible for
a deferment under this subparagraph, or a
loan made under this part (other than a Fed-
eral Direct PLUS Loan or a Federal Direct
Consolidation Loan), while serving in a med-
ical internship or residency program;

(B) not in excess of 3 years during which
the borrower is seeking and unable to find
full-time employment;

(C) during which the borrower—

(i) is serving on active duty during a war
or other military operation or national
emergency; or

(ii) is performing qualifying National
Guard duty during a war or other military
operation or national emergency,
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and for the 180-day period following the de-
mobilization date for the service described
in clause (i) or (ii); or

(D) not in excess of 3 years during which
the Secretary determines, in accordance
with regulations prescribed under section
1085(0) of this title, that the borrower has ex-
perienced or will experience an economic
hardship.

(3) “Borrower” defined

For the purpose of this subsection, the term
“borrower’” means an individual who is a new
borrower on the date such individual applies
for a loan under this part for which the first
disbursement is made on or after July 1, 1993.
(4) Deferments for previous part B loan bor-

rowers

A borrower of a loan made under this part,
who at the time such individual applies for
such loan, has an outstanding balance of prin-
cipal or interest owing on any loan made, in-
sured, or guaranteed under part B of this sub-
chapter prior to July 1, 1993, shall be eligible
for a deferment under section 1077(a)(2)(C) of
this title or section 1078(b)(1)(M) of this title
as such sections were in effect on July 22, 1992.

(g) Federal Direct Consolidation Loans

A borrower of a loan made under this part may
consolidate such loan with the loans described
in section 1078-3(a)(4) of this title. To be eligible
for a consolidation loan under this part, a bor-
rower shall meet the eligibility criteria set forth
in section 1078-3(a)(3) of this title. The Sec-
retary, upon application for such a loan, shall
comply with the requirements applicable to a
lender under section 1078-3(b)(1)(F) of this title.

(h) Borrower defenses

Notwithstanding any other provision of State
or Federal law, the Secretary shall specify in
regulations (except as authorized under section
1087g(a)(1) of this title) which acts or omissions
of an institution of higher education a borrower
may assert as a defense to repayment of a loan
made under this part, except that in no event
may a borrower recover from the Secretary, in
any action arising from or relating to a loan
made under this part, an amount in excess of the
amount such borrower has repaid on such loan.

(i) Loan application and promissory note

The common financial reporting form required
in section 1090(a)(1) of this title shall constitute
the application for loans made under this part
(other than a Federal Direct PLUS loan). The
Secretary shall develop, print, and distribute to
participating institutions a standard promissory
note and loan disclosure form.

(j) Loan disbursement
(1) In general

Proceeds of loans to students under this part
shall be applied to the student’s account for
tuition and fees, and, in the case of institu-
tionally owned housing, to room and board.
Loan proceeds that remain after the applica-
tion of the previous sentence shall be delivered
to the borrower by check or other means that
is payable to and requires the endorsement or
other certification by such borrower.
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(2) Payment periods

The Secretary shall establish periods for the
payments described in paragraph (1) in a man-
ner consistent with payment of Federal Pell
Grants under subpart 1 of part A of this sub-
chapter.

(k) Fiscal control and fund accountability
(1) In general

(A) An institution shall maintain financial
records in a manner consistent with records
maintained for other programs under this sub-
chapter.

(B) Except as otherwise required by regula-
tions of the Secretary, or in a notice under
section 1087g(a)(1) of this title, an institution
may maintain loan funds under this part in
the same account as other Federal student fi-
nancial assistance.

(2) Payments and refunds

Payments and refunds shall be reconciled in
a manner consistent with the manner set forth
for the submission of a payment summary re-
port required of institutions participating in
the program under subpart 1 of part A of this
subchapter, except that nothing in this para-
graph shall prevent such reconciliations on a
monthly basis.

(3) Transaction histories

All transaction histories under this part
shall be maintained using the same system
designated by the Secretary for the provision
of Federal Pell Grants under subpart 1 of part
A of this subchapter.

(1) Armed Forces student loan interest payment
program
(1) Authority

Using funds received by transfer to the Sec-
retary under section 2174 of title 10 for the
payment of interest on a loan made under this
part to a member of the Armed Forces, the
Secretary shall pay the interest on the loan as
due for a period not in excess of 36 consecutive
months. The Secretary may not pay interest
on such a loan out of any funds other than
funds that have been so transferred.

(2) Forbearance

During the period in which the Secretary is
making payments on a loan under paragraph
(1), the Secretary shall grant the borrower for-
bearance, in the form of a temporary cessation
of all payments on the loan other than the
payments of interest on the loan that are
made under that paragraph.

(m) Repayment plan for public service employ-
ees
(1) In general

The Secretary shall cancel the balance of in-
terest and principal due, in accordance with
paragraph (2), on any eligible Federal Direct
Loan not in default for a borrower who—

(A) has made 120 monthly payments on the
eligible Federal Direct Loan after October 1,
2007, pursuant to any one or a combination
of the following—

(i) payments under an income-based re-
payment plan under section 1098e of this
title;
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(ii) payments under a standard repay-
ment plan under subsection (d)(1)(A), based
on a 10-year repayment period;

(iii) monthly payments under a repay-
ment plan under subsection (d)(1) or (g) of
not less than the monthly amount cal-
culated under subsection (d)(1)(A), based
on a 10-year repayment period; or

(iv) payments under an income contin-
gent repayment plan under subsection
(D)(1)(D); and

(B)(i) is employed in a public service job at
the time of such forgiveness; and

(ii) has been employed in a public service
job during the period in which the borrower
makes each of the 120 payments described in
subparagraph (A).

(2) Loan cancellation amount

After the conclusion of the employment pe-
riod described in paragraph (1), the Secretary
shall cancel the obligation to repay the bal-
ance of principal and interest due as of the
time of such cancellation, on the eligible Fed-
eral Direct Loans made to the borrower under
this part.

(3) Definitions
In this subsection:
(A) Eligible Federal Direct Loan

The term ‘‘eligible Federal Direct Loan”
means a Federal Direct Stafford Loan, Fed-
eral Direct PLUS Loan, or Federal Direct
Unsubsidized Stafford Loan, or a Federal Di-
rect Consolidation Loan.

(B) Public service job

The term ‘‘public service job’’ means—

(i) a full-time job in emergency manage-
ment, government, military service, public
safety, law enforcement, public health,
public education (including early child-
hood education), social work in a public
child or family service agency, public in-
terest law services (including prosecution
or public defense or legal advocacy in low-
income communities at a nonprofit organi-
zation), public child care, public service
for individuals with disabilities, public
service for the elderly, public library sci-
ences, school-based library sciences and
other school-based services, or at an orga-
nization that is described in section
501(c)(3) of title 26 and exempt from tax-
ation under section 501(a) of such title; or

(ii) teaching as a full-time faculty mem-
ber at a Tribal College or University as de-
fined in section 1059c(b) of this title and
other faculty teaching in high-needs areas,
as determined by the Secretary.

(Pub. L. 89-329, title IV, §455, as added Pub. L.
99-498, title IV, §404, Oct. 17, 1986, 100 Stat. 1439;
amended Pub. L. 102-325, title IV, §451, July 23,
1992, 106 Stat. 572; Pub. L. 103-66, title IV, §4021,
Aug. 10, 1993, 107 Stat. 346; Pub. L. 103-382, title
III, §359, Oct. 20, 1994, 108 Stat. 3968; Pub. L.
105-178, title VIII, §8301(c), June 9, 1998, 112 Stat.
498; Pub. L. 105-244, title IV, §§401(g)(6), 4562(a)(1),
(b), (c), Oct. 7, 1998, 112 Stat. 1652, 1715-1717; Pub.
L. 106-554, §1(a)(1) [title III, §318(b)], Dec. 21,
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2000, 114 Stat. 2763, 2763A—49; Pub. L. 107-139,
§1(b), (c), Feb. 8, 2002, 116 Stat. 9; Pub. L. 107-314,
div. A, title VI, §651(c), Dec. 2, 2002, 116 Stat.
2580; Pub. L. 109-171, title VIII, §§8007(b), 8008(b),
(€)(2), (3), 8009(d), Feb. 8, 2006, 120 Stat. 160,
162-164; Pub. L. 110-84, title II, §§201(b), 202(Db),
203(b)(3), 205, title IV, §401, Sept. 27, 2007, 121
Stat. 791, 795, 800.)

AMENDMENT OF SUBSECTION (d)(1)(D)

Pub. L. 110-84, $203(b)(3), (c)(1), Sept. 27,
2007, 121 Stat. 795, provided that, effective July
1, 2009, subsection (d)(1)(D) of this section is
amended by inserting ‘“‘made on behalf of a de-
pendent student’’ after “PLUS loan’’.

REFERENCES IN TEXT

Sections 1077(a)(2)(C) and 1078(b)(1)(M) of this title as
such sections were in effect on July 22, 1992, referred to
in subsec. (f)(4), means sections 1077(a)(2)(C) and
1078(b)(1)(M) of this title prior to being amended gener-
ally by sections 414(b) and 416(e)(1), respectively, of
Pub. L. 102-325, title IV, July 23, 1992, 106 Stat. 513, 519.

AMENDMENTS

2007—Subsec. (b)(T)(D). Pub. L. 110-84, §201(b), added
subpar. (D).

Subsec. (e)(7). Pub. L. 110-84, §205, added par. (7).

Subsec. (£)(2)(C). Pub. L. 110-84, §202(b), struck out
“not in excess of 3 years’ before ‘‘during’’ in introduc-
tory provisions, substituted comma for *‘; or’’ at end of
cl. (ii), and inserted concluding provisions.

Subsec. (m). Pub. L. 110-84, §401, added subsec. (m).

2006—Subsec. (a)(1). Pub. L. 109-171, §8009(d)(1), in-
serted ‘1078-3,” after <“1078-2,”.

Subsec. (a)(2)(C), (D). Pub. L. 109-171, §8009(d)(2),
added subpar. (C) and redesignated former subpar. (C)
as (D).

Subsec. (b)(8)(A). Pub. L. 109-171, §8008(c)(3), inserted
‘“‘or origination fee’ after ‘‘reductions in the interest
rate’’.

Subsec. (¢). Pub. L. 109-171, §8008(c)(2), designated ex-
isting provisions as par. (1), inserted par. (1) heading,
and added par. (2).

Subsec. (A)(1)(A) to (C). Pub. L. 109-171, §8008(b),
added subpars. (A) to (C) and struck out former sub-
pars. (A) to (C), which read as follows:

“(A) a standard repayment plan, with a fixed annual
repayment amount paid over a fixed period of time,
consistent with subsection (a)(1) of this section;

‘“(B) an extended repayment plan, with a fixed annual
repayment amount paid over an extended period of
time, except that the borrower shall annually repay a
minimum amount determined by the Secretary in ac-
cordance with section 1078(b)(1)(L) of this title;

‘(C) a graduated repayment plan, with annual repay-
ment amounts established at 2 or more graduated lev-
els and paid over a fixed or extended period of time, ex-
cept that the borrower’s scheduled payments shall not
be less than 50 percent, nor more than 150 percent, of
what the amortized payment on the amount owed
would be if the loan were repaid under the standard re-
payment plan; and”’.

Subsec. (£)(2)(C), (D). Pub. L. 109-171, §8007(b), added
subpar. (C) and redesignated former subpar. (C) as (D).

Subsec. (g). Pub. L. 109-171, §8009(d)(3), substituted
“To be eligible for a consolidation loan under this part,
a borrower shall meet the eligibility criteria set forth
in section 1078-3(a)(3) of this title. The Secretary, upon
application for such a loan, shall comply with the re-
quirements applicable to a lender under section
1078-3(b)(1)(F') of this title.” for ‘‘Loans made under this
subsection shall be known as ‘Federal Direct Consolida-
tion Loans’.”

2002—Subsec. (b)(6) to (9). Pub. L. 107-139, in par. (6)
relating to interest rate provision for new loans sub-
stituted ‘2006’ for ‘2003 in heading and ‘‘July 1, 2006,
for ‘““‘July 1, 2003, wherever appearing in text, added
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par. (7), redesignated former par. (7) as (8), and redesig-
nated par. (6) relating to publication of rate in Federal
Register as (9).

Subsec. (I). Pub. L. 107-314 added subsec. (1).

2000—Subsec. (b)(4)(A). Pub. L. 106-554 amended sub-
par. (A) generally. Prior to amendment, subpar. (A)
read as follows: ‘“For Federal Direct PLUS Loans for
which the first disbursement is made on or after July
1, 1994, the applicable rate of interest shall, during any
12-month period beginning on July 1 and ending on
June 30, be determined on the preceding June 1 and be
equal to—

‘“(i) the bond equivalent rate of 52-week Treasury
bills auctioned at final auction held prior to such
June 1; plus

‘‘(ii) 3.1 percent,

except that such rate shall not exceed 9 percent.”’

1998—Subsec. (b)(5). Pub. L. 105-178, §8301(c)(2), which
directed amendment of section 455(b) (20 U.S.C.
1087e(b)) by adding par. (5), was executed to this sec-
tion, which is section 455(b) of Pub. L. 89-329, to reflect
the probable intent of Congress. Former par. (5) redes-
ignated (6).

Subsec. (b)(6). Pub. L. 105-244, §452(a)(1), added par. (6)
relating to interest rate provision for new loans.

Pub. L. 105-178, §8301(c)(1), which directed amendment
of section 455(b) (20 U.S.C. 1087e(b)) by redesignating
par. (b) as (6), was executed to this section, which is
section 455(b) of Pub. L. 89-329, to reflect the probable
intent of Congress.

Subsec. (b)(7). Pub. L. 105-244, §452(b), added par. (7).

Subsec. (g). Pub. L. 105-244, §452(c), struck out ‘‘only
under such terms and conditions as the Secretary shall
establish pursuant to section 1087g(a)(1) of this title or
regulations promulgated under this part’” after ‘‘sec-
tion 1078-3(a)(4) of this title” .

Subsecs. (j)(2), (kK)(3). Pub. L. 105-244, §401(g)(6), sub-
stituted ‘‘Federal Pell Grants’ for ‘‘basic grants’.

1994—Subsec. (£)(3), (4). Pub. L. 103-382 added pars. (3)
and (4).

1993—Pub. L. 103-66 amended section generally, sub-
stituting provisions relating to terms and conditions of
loans for former provisions relating to withdrawal and
termination procedures.

1992—Pub. L. 102-325 amended section generally, sub-
stituting provisions relating to withdrawal and termi-
nation procedures for former provisions relating to fea-
sibility study.

CHANGE OF NAME

Committee on Labor and Human Resources of Senate
changed to Committee on Health, Education, Labor,
and Pensions of Senate by Senate Resolution No. 20,
One Hundred Sixth Congress, Jan. 19, 1999.

Committee on Education and the Workforce of House
of Representatives changed to Committee on Education
and Labor of House of Representatives by House Reso-
lution No. 6, One Hundred Tenth Congress, Jan. 5, 2007.

EFFECTIVE DATE OF 2007 AMENDMENT

Amendment by sections 201(b), 202(b), 205, and 401 of
Pub. L. 110-84 effective Oct. 1, 2007, see section 1(c) of
Pub. L. 110-84, set out as a note under section 1070a of
this title.

Amendment by section 203(b)(3) of Pub. L. 110-84 ef-
fective July 1, 2009, see section 203(c)(1) of Pub. L.
110-84, set out as a note under section 1078-3 of this
title.

EFFECTIVE DATE OF 2006 AMENDMENT

Amendment by Pub. L. 109-171 effective July 1, 2006,
except as otherwise provided, see section 8001(c) of Pub.
L. 109-171, set out as a note under section 1002 of this
title.

Amendment by section 8007(b) of Pub. L. 109-171 ap-
plicable with respect to all loans under title IV of the
Higher Education Act of 1965 (20 U.S.C. 1070 et seq., 42
U.S.C. 2751 et seq.), see section 8007(f) of Pub. L. 109-171,
set out as a note under section 1078 of this title.



§1087f

EFFECTIVE DATE OF 2002 AMENDMENT

Amendment by Pub. L. 107-314 applicable with re-
spect to interest, and any special allowance under sec-
tion 1087-1 of this title, that accrue for months begin-
ning on or after Oct. 1, 2003, on student loans described
in section 2174(c) of Title 10, Armed Forces, that were
made before, on, or after such date to members of the
Armed Forces who are on active duty (as defined in sec-
tion 101(d) of Title 10) on or after that date, see section
651(e) of Pub. L. 107-314, set out as an Effective Date
note under section 2174 of Title 10.

EFFECTIVE DATE OF 1998 AMENDMENT

Amendment by sections 401(g)(6) and 452(b), (c) of
Pub. L. 105-244 effective Oct. 1, 1998, except as otherwise
provided in Pub. L. 105-244, see section 3 of Pub. L.
105-244, set out as a note under section 1001 of this title.

Pub. L. 105-244, title IV, §452(d), Oct. 7, 1998, 112 Stat.
1717, provided that: ‘“The amendments made by sub-
section (a) [amending this section] shall apply with re-
spect to any loan made under part D of title IV of the
Higher Education Act of 1965 [this part] for which the
first disbursement is made on or after October 1, 1998,
and before July 1, 2003, except that such amendments
shall apply with respect to a Federal Direct Consolida-
tion Loan for which the application is received on or
after October 1, 1998, and before July 1, 2003.”

EFFECTIVE DATE OF 1992 AMENDMENT

Amendment by Pub. L. 102-325 effective Oct. 1, 1992,
see section 2 of Pub. L. 102-325, set out as a note under
section 1001 of this title.

CONSTRUCTION OF 2006 AMENDMENT

Nothing in amendment by section 8007(b) of Pub. L.
109-171 to be construed to authorize any refunding of
any repayment of a loan, see section 8007(e) of Pub. L.
109-171, set out as a note under section 1078 of this title.

LIMITATION ON CONSOLIDATION LOANS DURING
TEMPORARY INTEREST RATE

Pub. L. 105-244, title IV, §452(a)(2), Oct. 7, 1998, 112
Stat. 1716, provided that: ‘‘Notwithstanding section
455(g) of the Higher Education Act of 1965 [subsec. (g) of
this section], a borrower who is enrolled or accepted for
enrollment in an institution of higher education may
not consolidate loans under such section during the pe-
riod beginning October 1, 1998, and ending February 1,
1999, unless the borrower certifies that the borrower
has no outstanding loans made, insured, or guaranteed
under title IV of such Act [20 U.S.C. 1070 et seq.; 42
U.S.C. 2751 et seq.] other than loans made under part D
of such title [this part].”

§1087f. Contracts

(a) Contracts for supplies and services
(1) In general

The Secretary shall, to the extent prac-
ticable, award contracts for origination, serv-
icing, and collection described in subsection
(b) of this section. In awarding such contracts,
the Secretary shall ensure that such services
and supplies are provided at competitive
prices.

(2) Entities

The entities with which the Secretary may
enter into contracts shall include only entities
which the Secretary determines are qualified
to provide such services and supplies and will
comply with the procedures applicable to the
award of such contracts. In the case of award-
ing contracts for the origination, servicing,
and collection of loans under this part, the
Secretary shall enter into contracts only with
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entities that have extensive and relevant expe-
rience and demonstrated effectiveness. The en-
tities with which the Secretary may enter into
such contracts shall include, where prac-
ticable, agencies with agreements with the
Secretary under sections 1078(b) and (c¢) of this
title, if such agencies meet the qualifications
as determined by the Secretary under this sub-
section and if those agencies have such experi-
ence and demonstrated effectiveness. In
awarding contracts to such State agencies, the
Secretary shall, to the extent practicable and
consistent with the purposes of this part, give
special consideration to State agencies with a
history of high quality performance to per-
form services for institutions of higher edu-
cation within their State.

(3) Rule of construction

Nothing in this section shall be construed as
a limitation of the authority of any State
agency to enter into an agreement for the pur-
poses of this section as a member of a consor-
tium of State agencies.

(b) Contracts for origination, servicing, and data
systems

The Secretary may enter into contracts for—

(1) the alternative origination of loans to
students attending institutions of higher edu-
cation with agreements to participate in the
program under this part (or their parents), if
such institutions do not have agreements with
the Secretary under section 1087d(b) of this
title;

(2) the servicing and collection of loans
made under this part;

(3) the establishment and operation of 1 or
more data systems for the maintenance of
records on all loans made under this part; and

(4) such other aspects of the direct student
loan program as the Secretary determines are
necessary to ensure the successful operation of
the program.

(Pub. L. 89-329, title IV, §456, as added Pub. L.
102-325, title IV, §451, July 23, 1992, 106 Stat. 572;
amended Pub. L. 103-66, title IV, §4021, Aug. 10,
1993, 107 Stat. 352; Pub. L. 105-244, title IV, §453,
Oct. 7, 1998, 112 Stat. 1717.)

AMENDMENTS

1998—Subsec. (b)(3). Pub. L. 105244, §453(1), inserted
“‘and”” after semicolon.

Subsec. (b)(4), (5). Pub. L. 105-244, §453(2), (3), redesig-
nated par. (5) as (4) and struck out former par. (4) which
read as follows: ‘‘services to assist in the orderly tran-
sition from the loan programs under part B of this sub-
chapter to the direct student loan program under this
part; and”’.

1993—Pub. L. 103-66 amended section generally, sub-
stituting provisions relating to contracts for former
provisions relating to terms and conditions.

EFFECTIVE DATE OF 1998 AMENDMENT

Amendment by Pub. L. 105-244 effective Oct. 1, 1998,
except as otherwise provided in Pub. L. 105-244, see sec-
tion 3 of Pub. L. 105-244, set out as a note under section
1001 of this title.

EFFECTIVE DATE

Section effective Oct. 1, 1992, see section 2 of Pub. L.
102-325, set out as an Effective Date of 1992 Amendment
note under section 1001 of this title.
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